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for a sprint and a marathon at once, 
and this situation of double and con- 
flicting demands is our fundamental 
problem. 

The decisions have ultimately to be 
made by the American people them- 
selves, through their elected representa- 
tives and their Chief Executive. Once 
the decisions have been made it will 
then be the duty of the Department of 
Defense to procure the utmost in na- 
tional security with the funds placed at 
its disposal. I am convinced that we 
can buy adequate defense at a price we 
can afford to pay. 


Manpower Worries 


Since the responsibility for decisions 
is the nation’s at large, the people 
deserve the facts that will make in- 
telligent decisions possible. Everyone 
needs to know about the manpower 
situation, vital as it is to the defense 
problem. Defense is constructed of 
three principal components: men, ma- 
terial, and money. These are not equal 
in importance, however, for it takes 
men to use the material and to spend 
the money wisely, as well as to use the 
guns and planes and ships. 

Population tables and trends are as 
frustrating as they are fascinating. Con- 
trary to what we like to think about 
the unlimited resources of our nation, 
we do not have an unlimited supply of 
the basic raw material, manpower. This 
limitation cramps our defense plan- 
ning, and is a constant and depressing 
factor in all our calculations. There is 
always the need of equitable distribu- 
tion of men to meet military and 
civilian requirements; the men most 
essential in both areas, those with spe- 
cial skills and capabilities, are precisely 
the ones in shortest supply. 

These figures show a steady decline 
in 18-year-old men between 1940 and 





1953. In spite of a slight upturn for 
the present year, there are still 150,000 
fewer 18-year-olds than there were in 
1940. During that same period the 
total population rose by more than 27 
million persons. The statistics men- 
tioned have to do only with those com- 
ing of age in terms of military service. 
But the figures on the whole prime 
military manpower group (ages 18 
through 25) reflect the same situation. 
In 1960 there will be about 100,000 
fewer of this group than there were in 
1940, while the total population will 
have grown about 40 million. 

How are we to defend more and 
more with less and less? One hearten- 
ing factor is the rapid rise in combat 
effectiveness, with the use of new 
weapons and techniques. Manpower 
is now viewed in terms of special apti- 
tudes applied to specialized weapons. 
Yet more skilled hands are needed to 
make improved weapons, so that the 
military and civilian establishments are 
actually competing for the same highly- 
skilled people. 

While the supply of workers most 
vitally needed in full mobilization has 
grown substantially in total numbers 
in recent decades, there has been little 
or no improvement in comparison with 
growing needs. For instance, there will 
be a shortage of engineers under con- 
ditions of partial mobilization and a 
high level of business activity, and a 
shortage among those employed pro- 
fessionally in the physical, biological, 
agricultural, and medical sciences. 
These shortages extend also into the 
areas of the skilled crafts. There are 
not now enough apprentices in train- 
ing to replace the losses through death 
and retirement of highly-skilled ma- 
chinists, tool and die makers, molders, 
pattern makers, boilermakers, and mill- 
wrights, even without taking into ac- 
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count the potential requirements of a 
higher level of defense mobilization. 


Gains in Manpower Utilization 


The Department of Defense can only 
counsel and consult on the distribution 
of manpower resources, but it has pri- 
mary responsibility for the utilization 
of manpower efficiently and economi- 
cally within the defense establishment. 
Indeed, even if there were no other 
considerations, it would be driven to 
seek more efficient use of manpower 
by the very shortages of both raw and 
trained manpower. Substantial prog- 
ress has been made in this direction. 
Some of the benefits have been re- 
flected in the lower draft calls now in 
force. But this aspect is not by any 
means a reliable barometer, depending 
as it does upon so many factors. There 
are other more positive evidences of 
efficiency. 

In conformity with President Eisen- 
hower’s economy pledges to the people, 
the Department of Defense made a 
tremendous effort toward payroll econ- 
omy in the last year. By cutting off 
150,000 people from the payroll, it re- 
duced its employees to about 1,180,- 
000. It is still the nation’s largest 
employer, with slightly more than half 
of all Federal workers, but it should 
be noted that this department alone 
effected approximately 75 per cent of 
the payroll economies. No impairment 
of efficiency has been noted. We can 
estimate the money saved at more than 
$525,000,000 annually: surely a size- 
able contribution to economy in gov- 
ernment. 

Our manpower budget for the next 
fiscal year recommends further reduc- 
tions in civilian and military personnel 
costs in excess of one billion dollars 
per year. This figure includes not only 
the savings in salaries and wages, but 





reflects economies in training costs, 
outfitting, travel, clothing, housing, and 
food. 

Better utilization of manpower, elim- 
ination of unnecessary jobs, and 
devoted cooperation have already made 
possible such dramatic economies as 
those exemplified by the Air Force in 
the past year. Despite alarm in some 
quarters over reductions for Air Force 
appropriations, the last year witnessed 
both increased economy of operation 
and increased combat efficiency. The 
Air Force now feels able to maintain 
an eventual maximum combat strength 
more effective than any previously con- 
templated, with a reduction of more 
than 200,000 men. 

The pressure of emergency measures 
of defense often leads to manpower 
waste, and such economies as those 
cited above are the result of close and 
meticulous overhaul following a 
thorough review of manpower utiliza- 
tion. Such review has just been com- 
pleted in connection with the Tables of 
Organization of the Army, Navy, Air 
Force, and Marine Corps. These list all 
jobs in military units of all kinds. The 
sifting process enabled the Department 
of Defense to report to the Congress a 
total reduction of 160,173 places from 
the Tables of Organization of the mili- 
tary units now in service. This has 
been accomplished without any impair- 
ment of combat efficiency, and so 
represents a tremendous savings in 
defense costs, amounting to hundreds 
of millions of dollars annually. 

The principles of conservation of 
manpower can be applied to larger 
groups of men as well as to single in- 
dividuals, as has been the case in 
Korea. The replacement of two of our 
infantry divisions by trained South 
Koreans represents a substantial saving 
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in men and money at no risk. The gain 
includes the strengthening of an ally. 


Need for Enlistments 


Modern warfare is modern because 
of its reliance upon special techniques 
and equipment. The highly-skilled 
technicians needed can only be pro- 
duced by long months of specialized 
training. This requirement means 
headaches in defense planning. Our 
Army, for example, is made up of men 
who enlisted or re-enlisted, and men 
who have been inducted for two years. 
The proportion of inductees—60 per 
cent—is not a comfortable one, for 
many of these are able to give com- 
paratively little productive service after 
completing their long complicated 
training. Of the twenty-four months a 
man is in uniform, four are spent in 
basic training, two months in a leave 
status, and about two months getting 
in and out of service and in transit. 
Sixteen months of useful service 
remain. Some military occupations 
require twelve or more months of 
training; so the useful period of service 
may come to only eight months or 
so of the original twenty-four month 
period. It is obvious why intensive 
efforts are being made to improve the 
enlistment and re-enlistment rate in all 
the services, and why Congress will be 
asked to make certain changes in our 
laws so that military careers become 
more attractive. It is disturbing to the 
Department of Defense that our armed 
forces lose trained and experienced 
officers and men in such numbers. The 
hard core of the services—the profes- 
sionals who know their jobs now, and 
would form the base for emergency 
expansion, is far too small for comfort. 

A number of factors cause this loss. 
Industry is a powerful competitor for 
manpower; it has uses for many of the 


skills learned in the service, and can 
offer higher pay and more fringe bene- 
fits. The best response to this competi- 
tion is to establish more realistic pay 
scales for the armed services, for the 
present ones have not kept pace with 
increased wages and living costs. 
Another factor is the gradual erosion of 
some of the traditional military priv- 
ileges that help to compensate for a 
life of public service in uniform: such 
privileges as commissary facilities and 
medical care for dependents. The 
Department of Defense is attempting to 
adjust some of these inequities. 

There is another factor that tends to 
dissuade from a military career: the 
lack of adequate housing for both 
single and married men. This country 
should be ashamed of some of the 
quarters in which it requires its young 
men in uniform to live. It is hoped that 
we shall soon be able to undertake a 
long-range program to improve this de- 
plorable situation. 

Public opinion plays a dissuading 
role that is difficult to evaluate. Mem- 
bers of the armed forces feel, justifiedly 
or not, that they are not accorded the 
respect and confidence they deserve. 
Let me state that I have found the top 
commanders and staff officers men of 
extraordinary ability, who would have 
come to the top in any profession. They 
deserve the trust, confidence and ad- 
miration of every American. And the 
same can be said, by and large, of per- 
sonnel throughout the military estab- 
lishment. 


A New Concept of the Reserves 


Some of our worst headaches in 
Defense have to do with building an 
adequate reserve force. It has long 
been a principle of American security 
that we should have a standing force 
of minimum size, backed by reserves 





of citizen soldiers ready to take up arms 
as our second line of defense. Through- 
out our history we have always had 
time to bring these reserves to a peak 
of training before calling them into 
combat. Modern warfare, however, 
has forced a change in our traditional 
conception of the role of the reserve. 
In case of attack, there might not be 
time to devote to their training—and 
more and more training is required in 
this age of automatic weapons and 
complex techniques. Hence it is essen- 
tial that the reserve be made up of men 
who have had a high degree of training 
in the course of their previous military 
experience. 

The Congress took modern condi- 
tions into account in passing the legis- 
lation under which our reserve forces 
are organized. Every young man in 
the forces was to incur eight years of 
obligation to serve. The man who was 
inducted would be on active duty for 
two years, with six years of obligatory 
service remaining, to be spent in some 
reserve unit. Similarly, the man who 
enlisted for three years would have five 
years of reserve service, and so on. 
Theoretically, this was a fine plan, but 
practically, it has not worked out as 
had been hoped. Comparatively few 
discharged veterans are anxious to don 
reserve uniforms soon after returning 
to civilian life. In the short time the 
law has been in effect, no one has found 
a way to compel them or induce them 
to discharge their legal obligations. 
Consequently, our reserve units are far 
below strength, particularly in the 
enlisted grades. 
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As long as this method of providing 
the reserve we need is written into our 
statutes, military planners have no 
choice but to rely upon this tenuous 
force should we become involved in a 
major conflict. It is hoped that a new 
plan will be in the President’s hands by 
April 1, in time to be submitted to 
Congress at this session. Everyone 
agrees that the plan must guarantee to 
the active forces a reserve ready to fight 
on short notice, if need should arise. 
Provision must be made for a constant 
process of screening reserves to elim- 
inate the physically unfit or those in 
essential civilian occupations. Those 
who remain must be men who are truly 
ready—physically, mentally, econom- 
ically—to don their uniforms and go 
into active service on extremely short 
notice. 

Such are some of the dilemmas of 
defense. Though the problems are dif- 
ficult, the situation is not disheartening. 
These matters are challenges to our 
intelligence, our ingenuity, and our 
faith. The American people have long 
been famed for their ability to rise to 
the occasion, performing miracles of 
production, rallying their strength to 
resist threats to freedom and to their 
way of life. Two qualities are needed 
beyond all others: endurance to carry 
us through a long period of tension, if 
that is what we face, and unwavering 
faith that we will win through. We will 
yet bring our historic American dream 
into full reality for us and the rest of 
mankind. 











6 BusINEss TOoPIcs 





STEEL CAPACITY EXPANDS 


Michigan has been bettering its rank among the steel-producing states, accord- 
ing to the American Iron and Steel Institute. In 1951 we were seventh; last year 
we surpassed New York to become Sth in terms of production capacity. 

Admitting that our 6.6 million tons steel capacity is overshadowed by Penn- 
sylvania’s 34.1 million, the growth in the Michigan industry can be a matter of 
pride. Since 1939 the national steel capacity growth has been 52 percent, but 
Michigan has done better: ours is 87 percent. Our relative gain in the past year 
has been good too: an increase of 11 percent, double the national gain. 

Steel is the essential material for our automobiles, machinery, appliances, 
office equipment and other vital industries. Its production within the state adds 
mightily to our industrial future. 





PROFILE OF A HOTEL MAN 

For 28 years Michigan State College has been preparing men for executive 
positions in the hotel and related industries by means of a specialized manage- 
ment curriculum. (See our inside front cover.) Recently the Bureau of Busi- 
ness Research was requested to help appraise the accomplishments of this pro- 
gram with a survey of its graduates’ progress. 

A thumbnail sketch of Mr. Average Alumnus shows that he graduated in hotel 
or restaurant management in 1949. In his subsequent career: 

* He proceeded into a hotel or restaurant position. (As 98 percent of 
the graduates took employment in this field, they had obvious career prefer- 
ences for it. ) 

* He has remained in his chosen field. (Only 1 in 5 has shifted to 
another line of work; careers in hotels or restaurants seem to be satisfying. ) 

* He found a wide variety of positions available to a college graduate 
in hotels and restaurants. (We counted 27 different categories. ) 

* He is now in his third position. (Usually his changes have been 
promotions, generally within the same establishment or chain. ) 

* He may have reached a real executive position (42 percent already 
have) or have become an owner in his own right. (The typical owner 
among our graduates attains that status within six years.) 

* His starting salary was $3,100. (For 1953 graduates, it was $3,400.) 

* In his fifth year in the industry, he is earning $6,300. (Those who 
graduated a decade earlier are making around $11,500.) 

* His non-monetary income averages over $1,200. (Meals, and pos- 
sibly laundry, housing, etc.) 

* Money isn’t everything, but he should be pleased with his career 
selection in terms of income. He earns more than most college graduates 
of his age, comparing favorably with salesmen, scientists and engineers. (We 
won’t even mention college professors. ) 


(Note: The detailed study, Careers in Hotel and Restaurant Man- 
agement, is available from the Bureau of Business Research.) 


DOES SAFETY WORK GET RESULTS? 


By ROLLIN H. SIMONDS* 


The following quiz is for the man of 
sedentary habits who likes to think 
about the romance and color of the lives 
of those who “live dangerously”. 
(Safety experts please skip). The idea 
is to arrange the industries below in the 
order of the number of disabling in- 
juries to workers. 

A disabling or lost-time injury is one 
serious enough to keep the injured per- 
son from work the next day, or to cause 
permanent impairment or death. If 
you think an occupation gives rise to 
very many such injuries in the course of 
a million man hours of work, give it a 
rating of 1, if not quite so bad, 2; 3 is 
average, 4 good, 5 excellent. 





Quiz: Who Lives Dangerously? 


—communications 
—lumber 

—automobile 

—wholesale and retail trade 
— steel 

—food 

—air transport 

—ship building 

—chemical 

—wood preducts 











The answers listed at the end of this 
article are guaranteed to surprise you. 
No doubt the spectacular aspects of 
steel making, its operatic setting of 
blazing furnaces, smoke, streams of 
molten steel, would persuade the un- 
informed that this is one of the most 
hazardous of industries. Who would 


* Dr. Simonds is Professor of Manage- 
ment at Michigan State College. His con- 
sulting work has included a considerable 
period with the National Safety Council. 


guess that a stock boy in a department 
store is more than twice as likely to 
have a disabling injury? The riveter 
at work in the thunderous activity of a 
shipyard would seem to be in much 
greater danger than the peaceful canner 
of brussels sprouts, yet the food indus- 
try has almost three times the disabling 
injuries per million man hours worked 
that the ship-building industry has. It 
would be safe to venture that the aver- 
age answer to this quiz would place 
only one of two industries in the correct 
category of accident frequency. 


“Safety is No Accident” 


The basis for this curious state of 
affairs is apparent after a little thought. 
The average reader is not mistaken in 
his conception of certain “naturally 
hazardous” industries, but many of 
these are fortunate in having the best 
of safety programs. (There are excep- 
tions, such as lumbering and mining. 
A major factor in these is often the dif- 
ficulty of supervising scattered indi- 
viduals.) Large firms tend to dom- 
inate in such industries as steel, auto- 
mobiles, chemicals and communica- 
tions, and it is the accepted practice in 
these firms to have one or more full- 
time safety specialists, with a well-inte- 
grated, well-supported program. 

On the other hand, it is extremely 
unusual to find a_ well-coordinated 
safety effort, let alone a safety depart- 
ment, in the field of merchandising. 
Therein lies much of the explanation 
for the fact that wholesale and retail 
trade has nearly three times the acci- 
dent frequency of the automobile in- 
dustry, and twice that of steel. 

Recently a study of industrial acci- 


[7] 
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dents in Michigan was made through 
the Michigan State College Bureau of 
Business Research for the primary pur- 
pose of securing some information 
needed for state-wide estimates of acci- 
dent cost.!_ A by-product of the study 
was some striking facts in the relation- 
ship of safety programs to numbers of 
accidents and cost of accidents to the 
concerns. 

It has long been recognized that, 
generally speaking, large firms have 
better accident records than small ones. 
Some results of this study suggest that 
perhaps the real basis for the difference 
in safety records is the employment of 
a full-time safety specialist. A major 
reason the large firms tend to have the 
better records may be that their size 
necessitates the employment of at least 
one man who devotes his entire atten- 
tion to safety. Unquestionably it is 
not practical for small firms to employ 
full-time specialists for each of a num- 
ber of staff functions which would very 
economically be full-time jobs for one 
or several men in larger companies. It 
appears, however, that in many com- 
panies where safety must be a part- 
time duty, it has actually not com- 
manded a proper proportionate share 
of some individual’s attention. Acci- 
dent prevention is definitely not just a 
one-man job; it must have the serious 
effort of a great many people, espe- 
cially the foremen or other first-line 
supervisors. Still, it may be crucial to 
have one man continually promoting 
all aspects of the program. 


Look at the Figures 


As is frequently true of statistics, 
the following do not prove a causal re- 
lationship, but they certainly suggest 


1) Edwin Cohen, a graduate student in 
Business Administration, gathered the ma- 
terial for this study. 


it strongly. Among eleven foundries 
included in this study, eight had no 
full-time safety man, and their average 
frequency rate for 1952 was 34. Of 
the three largest, two had one full-time 
safety specialist, and the third had two. 
These three firms had an average fre- 
quency of 3.3, one-tenth as many dis- 
abling injuries per million man hours 
as the other eight companies. The 
smallest of the three largest firms had a 
frequency of only 1.9. 


The dramatic safety differences can 
be pointed up by a glance at the fig- 
ures on workmen’s compensation insur- 
ance premiums. To be sure, these are 
only a part of the cost forced on a 
company by its industrial accidents?. 
Further, the premium information 
gathered in this study was incomplete, 
and the amount of premium is usually 
affected by a number of factors, in- 
cluding a moving average of about 
three years of a concern’s accident ex- 
perience. Nevertheless, it is interest- 
ing to note that the only one of the 
three large foundries supplying insur- 
ance data was paying yearly premiums 
of about $1,500 per 100 employees, 
with a frequency rate of 3., while three 
other foundries with less than 200 em- 
ployees (two having extremely high 
frequencies) were paying about $6,500 
per 100 employees, and two with about 
300 employees each and frequencies 
of 16. and 20. respectively were paying 
over $5,000 per 100 employees. 


The study included eight firms in the 
automobile industry. Four, employing 
from 140 to 580 workers, had no full- 
time safety experts. They averaged 
15.7 in accident frequency. The other 
four all had one or more full-time 
safety specialists, and their average fre- 
quency rate was 1.9, about one-eighth 
as high as the first four. The four with 
the fine low accident records were all 
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much larger, but it is interesting to 
note that the largest of these had the 
worst record of the four. The best 
record, .7, was made by a company 
with 11,000 workers and one full-time 
safety man. A 15,000-worker plant 
with six full-time safety workers had 
also an excellent record of 1. The 
company with 18,000 men had’ nine 
safety specialists and an accident rate 
of 3.7, while a 4,000-man plant with 
one full-time specialist rated 2.3. These 
figures suggest that the crux of the 
matter may be the employment of one 
full-time man, with additional full-time 
workers being helpful, but not nearly 
so important as the first one. It would 
be absurd to assume that the reason 
the largest company’s record was not 
quite so good as those of the other 
three was that it employed too many 
safety workers! There are many factors 
to consider, such as the kind of cooper- 
ation received from various executives 
and departments, the nature of their 
facilities, and their accident records in 
previous years, to rule out some chance 
variation. The point is that the big 
difference so consistently appearing is 
that between the group of firms having 
no full-time safety specialist and the 
other group with one or more. It 
would appear to be not so much a mat- 
ter of the ratio of safety workers to 
total employees as simply one of hav- 
ing a certain man whose prime concern 
is accident prevention. 


Concurring Evidence from All Over 


Figures taken almost at random 
from widely separated fields of indus- 
try bear out this statement. In the 
chemical industry three firms, employ- 
ing from 70 to 400, with no full-time 


2) R. H. Simonds, “Estimating Industrial 
Accident Costs,” Harvard Business Review, 
January, 1951. 


safety man, had frequency rates from 
7.9 to 37.5. The fourth firm, with 
over 9,000 employees and 13 full-time 
safety men, had a frequency of 2. In 
the furniture field six firms ranging 
from 300 to 500 employees with no 
full-time safety workers averaged 14.6, 
while two (700 and 1,700 workers) 
employing one or more full-time safety 
workers averaged 7.9, about half as 
many accidents. Nineteen machinery 
manufacturers with no full-time safety 
workers had an average frequency of 
23. On the other hand, three employ- 
ing one or more men full-time in safety 
work averaged 3.1 in frequency, less 
than 14% as many disabling injuries 
per million man hours. In the canned 
food and paper industries the picture 
was not so clear. Only three firms re- 
ported full-time safety men. One of 
these had a relatively good record, one 
a relatively bad one, and in the case of 
the third there is some doubt as to 
whether our questionnaire was fully 
understood. 


What are the Implications? 


There would seem to be at least 
three implications of the above facts 
for management: 

First, don’t think you can get along 
without a safety°program because you 
are in a “safe industry.” 

Second, if your company is large 
enough to warrant any serious consid- 
eration of employing a full-time safety 
specialist, it will probably pay you to 
do so. 

Third, if your firm is too small to 
warrant a full-time safety man, make 
sure that some one man knows that 
safety is one of his major responsibili- 
ties. Allow him some time for safety 
work in assigning him duties, and sup- 
port his efforts. 

In addition, it is only sensible to take 
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full advantage of the experience of 
others. Affiliation with your local safety 
council and the National Safety Coun- 
cil usually provides good stimulation 
and a source of information. The Fed- 
eral and state labor departments can 
sometimes aid, and of course your in- 


surance company is anxious to reduce 
accidents. Many colleges and univer- 
sities offer safety programs in the form 
of clinics or conferences, or some other 
consulting service. There is abundant 
help of this nature available, once man- 
agement determines to find and use it. 














Answers to Quiz, Who Lives Dangerously? 


(Frequency rates—number of disabling injuries per million man hours worked— 
for these industries as reported by the National Safety Council in the 1953 edition of 
Accident Facts) (3). 


lumber 35.48 1. very bad; many disabling accidents 
wood products 16.27 2. bad 

air transport 15,31 

food 14.27 

wholesale and retail trade 9.44 3. average 

shipbuilding 5.30 4. good 

chemical 5.10 

steel 4.07 

automobile 3.62 5. excellent 

communications 1.61 


3) Frequency is generally considered the best single gauge of accident prevention 
performance, and safety contests are based on it. In fairness to the reader who may 
have made a poor score on the quiz, however, it should be added that there is an- 
other measure called severity that is heavily influenced by the extreme type of injury: 
loss of limbs or eyes, and death. In severity the industries rated as follows in 1952: 
lumber 3.36 (again the worst of the group); steel 1.16; food 1.01; wood products .90; 
air transport .86; shipbuilding .82; chemical .55; automobile .35; wholesale and retail 
trade .14; communications .10 (again the best). 








THE IRON HORSE CARRIES ON 


By DAVID J. LUCK* 


Time was when every up-and-com- 
ing boy knew his future lay in the cab 
of a fast transcontinental locomotive. 
Times have changed, it seems, and the 
writer finds himself the father of three 
Space Men. Perhaps he even feels a 
little defensive about his favorite Iron 
Horse, that has lost its plume of steam 
and the long-drawn-out whinny that 
used to echo through the night. He 
maintains, however, that the railroads 
are still very much with us, pictur- 
esque or not, whatever rocket experts 
under ten years of age may think of 
them. The fact that they may appear 
less glamorous (if they do) cannot 
mask their essential place in our life. 

Many people, even over ten, are now 
unfamiliar with the railroads, and mis- 
conceptions about them are common. 
Chances are we seldom ride the rail: 
there may not even be a passenger run 
remaining in our community. But our 
very dependence upon bus or plane 
travel, or our constant reliance upon 
that car in our driveway, imply an 
economy in which the railroads play 
an enormous part. This article deals 
with their essential function in the busi- 
ness and industry of our own state: the 
general nature of the railroad structure; 
the traffic carried in Michigan; the 
steps for continuous progress. 


Michigan’s Rail Network 


It is a harder task than one would 
think to describe statistically the rail- 
roads within any one state. Most of the 
lines are interstate, and their own rec- 
ords do not fall within a state-oriented 


*Dr. Luck is Director of the Bureau of 
Business Research, Michigan State College. 


classification. One Michigan figure that 
is definite, however, is the 6,802 miles 
of first-track: that is, excluding sidings 
and extra track. This mileage extends 
over all parts of the state except two 
northwoods counties. Great as this 
mileage is, it represents a considerable 
shrinkage from 1910, with its peak of 
over 9,000. By 1940 it had declined 
to 7,300 miles, and the subsequent de- 
cline of 7 per cent represents twice the 
rate of shrinkage of the national rail- 
road mileage. The abandonments in- 
volve non-productive branch lines and 
do not affect the railroads’ ability to 
serve the state. 


The number of individual companies 
is surprisingly large: there are 28 of 
them. Passengers are carried by only 
9 of these, while 6 are city switching 
roads. The geographical makeup of 
the system is readily grasped, as it falls 
into four zones: 


1) Upper peninsula, spanned by 
two east-west lines (Soo and South 
Shore) and tapped at the west by 
two major systems (Northwestern 
and Milwaukee) ; 


2) the northern half of the lower 
peninsula, through which four lines 
run northward, converging toward 
the Straits of Mackinac; 


3) a denser network of lines in 
a band across the state, roughly 
bounded by Bay City and Detroit 
(Chesapeake and Ohio and Grand 
Trunk Western predominating) ; 


4) the southern two tiers of coun- 
ties, which have the greatest share 
of rail traffic (New York Central 
the most important). 


[11] 
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Passenger Service 


It would be a misconception today 
to think of railroads in terms of their 
passenger trains. Twenty years ago 
passenger trains served nearly every 
town in the state, whereas now only a 
minority of lines carries them. For 
instance, there remain only two regu- 
lar passenger schedules running north 
from Grand Rapids and Bay City. The 
branch line or local main line passen- 
ger run is definitely a thing of the past, 
especially in auto-minded Michigan. 

Consider the national passenger traf- 
fic trends. Excluding commuters, rail- 
roads have undergone a decline of 67 
per cent in passenger miles since the 
wartime peak traffic (which included 
military movements). In this funda- 
mental change in the public’s traveling 
habits, the main factor is of course the 
private automobile. Airlines are cut- 
ting into Pullman traffic, while buses 
cover the short runs with greater fre- 
quency and convenience than the iron 
horse ever did. This indeed is a dis- 
mal picture. 

On the brighter side, one notes 
that rail passenger mileage, nationally, 
stands 35 per cent over 1940. More 
surprisingly, it is 6 per cent over the 
1926-1930 average, at a period when 
air and highway competition were far 
less severe. One Michigan line, the 
Grand Trunk Western, carried nearly 
40 per cent more passengers in 1952 
than in 1949. This reflects, however, 
only the popularity of its suburban 
service, moving 3,000 commuters daily 
in and out of Detroit. On Michigan’s 
main lines, the great drop in passenger 
traffic leveled off to a plateau in the 
past 5 years. Local runs may be 
pruned further, but the trend of inter- 
city coach traffic consoles rail passen- 
ger Officials. It will be seen that ap- 
parent contradictions in the figures in 


these two paragraphs have to do with 
a changing pattern of passenger travel. 
The heaviest travel tends to be of two 
kinds, commuter service and long in- 
tercity runs, while the expense-con- 
suming whistle-stop service is con- 
stantly curtailed. 

From the point of view of profits, 
railroads should retrench even more 
on their passenger service. Every road 
loses money on it: a national loss total- 
ing 642 millions was registered in 
1952. The South Shore affords an 
example of a line that loses from pas- 
senger service in lightly settled areas. 
It is petitioning to drop its few remain- 
ing passenger runs, contending that 
losses on its seldom-patronized trains 
nearly offset the entire profit earned 
by its freight service. The operating 
report sustains this contention: the 
line’s passenger revenue is barely one 
per cent of its freight revenue, yet the 
passenger trains constitute 34 per cent 
of its train mileage. Such a service is 
rendering little good to the public, 
which ignores it,while it undermines a 
company’s ability to provide essential 
freight services. 

A reassuring contrast is found in the 
good patronage gained by the through 
trains that link Detroit, Grand Rapids 
and other southern Michigan cities 
with each other or with Chicago, New 
York, Washington and the south. Our 
Pere Marquettes were the nation’s first 
coach streamliners and have been fol- 
lowed by modern fast service on other 
lines. Michigan’s rail passenger serv- 
ice of the future may be limited, but 
it will consist of de luxe trains like 
these, with a comfort and convenience 
other forms of transportation have yet 
to equal. 


Freight Service 


In considering the place of the rail- 
roads in our economy, we have to look 
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most closely at the freight service, for 
here lie most of the traffic and most of 
the revenue. (On the C. & O., for in- 
stance, passenger revenue is only 2.7 
per cent of freight). Anyone ponder- 
ing the increasingly great amount of 
freight hauled over the highways might 
suppose that the railroads are losing 
seriously in freight traffic, too. Trends 
in the percentage of freight carried by 
the railroads seem at first glance to 
confirm this, as there was a decline 
from 75 per cent of the nation’s ton- 
miles of freight in 1930 to under 58 
per cent in 1952. 


Viewed in another light the rail 
freight picture is not dark. Last year’s 
total freight tonnage hauled by rail 
was a near-record for peacetime. While 
the national population has grown 18 
per cent since 1940, the ton-miles car- 
ried by the railroads have gained 58 
per cent. In short, the amount of 
goods hauled by all forms of trans- 
port has grown so vastly that the de- 
creasing share serviced by rail is none- 
theless a very satisfactory and growing 
volume. 


The freight rolling over the rail- 
roads, like that in trucks and ships, is 
truly the lifeblood of our state. The 
functions of the rail carriers can be ex- 
plained only in terms of what they 
carry. These cargoes fall naturally 
into three categories: freight carried 
across the state to points beyond our 
borders, freight inbound to Michigan 
points, and freight originating in Mich- 
igan. 

When you see a fast freight high- 
balling across the state, chances are it 
is composed mainly of through cars on 
transcontinental or transregional jour- 
neys. Michigan is a land bridge be- 
tween east and west, not for passenger 
services but for freight destined for 
the central west and the northwest. 


Freights really do travel as fast as they 
seem to when they rocket past, as can 
be seen from the figures on the “400” 
manifest freights on the Grand Trunk: 
its run on the main line, one of the 
fastest freight routes, sets an average 
of 40 miles per hour for these mani- 
fests, requiring them to move at 60 
m.p.h. over much of the line. Today’s 
freights move at the speed of yester- 
day’s passenger expresses. 


Much of this freight terminates at 
Chicago or passes through its gateway. 
For freight going to or from north- 
western points three Michigan lines 
offer instead the time-saving advantage 
of avoiding crowded railroad hubs by 
floating the cars across Lake Michigan. 
These are the Ann Arbor, Grand 
Trunk Western, and Chesapeake and 
Ohio. Varied commodities move over 
these bridge routes: eastbound meat, 
lumber, dairy products, grain and grain 
products; westbound machinery, auto 
parts, salt, paper, furniture, chemicals 
and coal. 


This transcontinental traffic is so im- 
portant that the C. & O. is carrying out 
a 25 million dollar improvement pro- 
gram. As a result its speed between 
Buffalo and Ludington will be bettered. 
Also a new route will be established 
via Port Huron, initiating a ferry 
service across the St. Clair river, and 
avoiding the congestion of Detroit 
terminals, in addition to saving 25 
miles of track. The “Spartan,” illus- 
trated here, and its twin, the “Badger,” 
(honoring Michigan State College and 
the University of Wisconsin, of course) 
are the new queens of the C. & O. fleet. 
Operating the year round, each of these 
vessels plies over 100,000 miles a year, 
and has a capacit:’ of 32 freight cars, 
plus automobiles and more than 500 
passengers. They are glittering sym- 
bols of our state’s function as a modern 
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(Courtesy, Chesapeake and Ohio R.R.) 


The C. & O.’s New Spartan Carries Freight Cars and Automobiles the Year Around 


transportation link between the east 
and the northwest. 


As for the inbound freight our rail- 
roads carry, it includes fuel and ma- 
terials without which Michigan indus- 
try would not exist. No town could 
retain any large industry without the 
rails that bring in bulky commodities 
economically. Coal enters through 
several heavy-duty lines from the south 
and is fed out over the state by branch 
lines and sidings. Steel and building 
materials rank high in tonnage. From 
the west, particularly, comes the stable 
and profitable volume of fresh produce 
being rushed to city terminal markets. 

Freight originating in Michigan has 
undergone a revolution over the past 
40 years. Formerly timber resources 
provided a tremendous tonnage on 
which our railroads depended, but to 
a large degree these resources have 
been exhausted. Only a few upper 


peninsula lines still find this commodity 
vital. Short hauls between in-state 
points have also lost their former im- 
portance, with the exception of those 
carrying bulky mining and quarrying 
products. But the loss has been more 
than offset by the business provided by 
the products of our factories. Though 
short-haul factory business is likely to 
go largely to the trucking industry, 
most of the output leaves the state, and 
more of this travels by rail than by 
truck. 


On the face of it, the automobile in- 
dustry would seem to have been no 
benefit to the railroads, as it creates the 
vehicles that supplant the railroad sys- 
tem in many ways. Since so many of 
the finished cars are shipped over the 
highways, have the railroads profited 
to any extent by this industry? Granted 
that only 15 per cent of finished cars 
are now shipped by rail, there is a far 








greater tonnage of the component parts 
shipped by rail: frames, axles, cylinder 
blocks, etc., are carried to assembly 
plants everywhere. So it is that the 
auto industry recently has been fur- 
nishing over 300 millions in revenues 
for outbound rail freight. The huge 
amount of materials and parts which 
the railroads import to Michigan, rep- 
resenting tonnage that has doubled 
since 1939, is another good reason why 
railroaders should be fond of the motor 
industry. Take, for instance, the D.T. 
& I., a direct route bringing coal from 
Kentucky to Detroit. Even this line 
secures 60 per cent more business from 
the automotive than from the coal in- 
dustry. (And speaking of coal-hauling 
roads, the Michigan tracks of the 
C. & O. carry 20 per cent greater ton- 
nage of manufactured goods than of 
coal!) 


The Iron Horse Goes Modern 
Railroad management has more than 
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its share of problems. Costs have all 
gone up; their totally organized work- 
ers have had pay raises. But rates have 
been held down both by government 
regulation and by the need to compete 
with other types of transportation. Pas- 
senger rates provide an extreme ex- 
ample: the average per mile passenger 
rate is JJ per cent lower today than it 
was in 1925. The fact that the rail- 
road companies have still stayed in the 
black is a tribute to their constant 
modernization. * 


Again, the railroads should be grate- 
ful to the automotive industry, for one 
of the greatest factors in reducing costs 
of operation has been the diesel loco- 
motive, perfected for rail use by auto- 
motive engineers. In the previous five 
years the roads have added new motive 
power at an unprecedented rate, and 
practically all of it has been diesel. In 
our part of the country steam locomo- 
tives are disappearing. Most Michigan 
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short lines and some of the major sys- 
tems in the state (C. & O., Pennsyl- 
vania and Wabash) are completely 
dieselized. Whatever rail fans may 
think of this evil-smelling innovation, 
on the score of service and efficiency 
the diesel is altogether welcome. The 
experience of the Ann Arbor line is a 
case in point. It was able to replace 
its 32 steam locomotives with 16 diesel 
units during a period of expanding 
traffic, and to handle that traffic more 
expeditiously. The payoff was a reduc- 
tion in its rate of locomotive mainte- 
nance of 62 per cent. 

The last word in efficient motive 
power is the pair of sleek iron ponies 
in the accompanying picture. The New 
York Central prefers them because of 
the cab position, which makes them 
equally useful for switching and for 
road freight service. Like other diesels, 
they can be kept running almost con- 
tinually, and they can also handle pas- 
senger runs. Moreover they can be 
used singly or in series, to suit the size 
of the load. When the Central recently 
converted to diesels on its freight oper- 
ations south of Detroit, it estimated 
that 50 new units would be required, 
on the basis of its experience with ex- 
isting diesels. Such is the versatility 
of the road-switcher, however, that 38 
units proved to be more than sufficient. 

In all other ways, Michigan’s rail- 
roads are moving forward as rapidly as 
any in the nation. The improvements 
are not conspicuous to the public, but 
show up in better service and lower 
operating ratios. New cars, constantly 
improved roadbeds, rail inspection sys- 
tems, centralized traffic control, tele- 
type networks, radio train communica- 
tions, are all factors in the moderniza- 


tion picture. Everyone benefits from 
the work of railroad industrial experts 
in attracting new industries to settle 
along their lines within the state. 

Probably the most publicized trans- 
portation idea of the past year was 
Operation Piggyback. This scheme, 
highly controversial to both rail and 
motor-freight executives, involves car- 
rying trailers between cities in speci- 
ally-designed railroad cars, with pick- 
up service by trucks to haul these 
trailers between the terminals and the 
plants. Though this service is exten- 
sively used in New England and on 
certain lines west of Chicago, the credit 
for first trying it belongs here at home, 
where the Grand Trunk initiated it in 
1927. At that time it proved to be 
impractical with existing equipment, 
but in its new form at least one Michi- 
gan road, the hustling little Detroit and 
Mackinac, has instituted such a service. 

No other lines in Michigan can pay 
dividends to match the $292 per share 
of the fabulous Port Huron and Detroit 
in 1952. But the iron horse in our 
state has been making reasonable 
profits, generally speaking. During the 
past three months freight traffic on all 
types of carriers has declined more 
than 10 per cent under 1953, in line 
with a general slackening of industry. 
Some rail executives are predicting for 
the full year 1954 a decline of less than 
this figure. Considering that last year 
was an especially good one, most lines 
should stay in the black this year, if 
these predictions are borne out. With 
their eyes on the long pull, Michigan 
railroad workers, executives, stock- 
holders and fans should be confident 
that their favorite will remain our num- 
ber one beast of burden. 











THE RANDALL REPORT 


By JOHN M. HUNTER* 


For more than a year, interest in 
the foreign trade policy of the United 
States has been vigorous and vocal. 
The Randall Report is the climax, thus 
far, of this controversy; the real cul- 
mination will be Congressional debate 
of the issues this Spring. In anticipa- 
tion of this debate, it is useful to ex- 
amine the Report in some detail. 


General Aspects of the Report 


This document is the official report, 
published in January, 1954, of the 
Commission of Foreign Policy estab- 
lished by Congress in August, 1953. 
Its Congressional mission was to: 


. . . €xamine, study, and report on 
the subjects of international trade 
and its enlargement consistent 
with a sound domestic economy, 
our foreign economic policy, and 
the trade aspects of our national 
security and total foreign policy; 
and to recommend appropriate 
policies, measures, and practices.! 


*Dr. Hunter is Assistant Professor of Eco- 
nomics at Michigan State College. 

1 Public Law 215, 83rd Congress. Because 
the Report is the product of the Commission 
membership, it is useful to note the indi- 
vidual members: 

a. Presidential appointees: Clarence B. 
Randall (Chairman), Chairman of the 
Board, Inland Steel Co., Chicago; Lamar 
Fleming, Jr. (Vice Chairman), President, 
Anderson, Clayton and Company, Houston; 
David J. McDonald, President, United Steel 
Workers of America, CIO, Pittsburgh; Cola 
G. Parker, Chairman of the Board, Kimber- 
ley-Clark Corporation, Neenah, Wisconsin; 
Jesse W. Tapp, Executive Vice President, 
Bank of America, San Francisco; John H. 
Williams, Professor of Political Economy, 
Harvard University, Cambridge. 

b, Senators Eugene D. Millikin, Bourke 


A glance through the Report reveals 
the Commission’s difficulty in reaching 
conclusions. The Report comprises 
seventy-six pages, roughly a third of 
which is devoted to dissents. Addi- 
tional critical comments are found in 
appended letters (ten pages by Senator 
Millikin and three pages by Repre- 
sentatives Reed and Simpson) and in 
Reed’s and Simpson’s twenty-page 
minority report. These dissents range 
from acidly critical in a negative sense 
to a general agreement shaded by dis- 
satisfaction with the timidity of the 
Commission on particular recommend- 
ations. The reader is thus given a 
wide diversity of argument and conclu- 
sion on which to base his own judg- 
ments. 

The “dollar shortage,” viewed in its 
broadest terms, is treated as the core 
of the Commission’s task. The dollar 
gap is properly considered as a symp- 
tom of many ailments, and solutions 
are sought in such widely diverse areas 
as foreign investment, technical assist- 
ance, foreign aid, domestic agricultural 
policy, several facets of trade and tariff 
policy, comparative labor standards, 
and currency convertibility. Some por- 
tions of the Congressional mandate 
were excluded, as Reed and Simpson 
point out,? but these were minor mat- 
ters (e.g. “balance of payments, nation 
by nation”), wisely excluded by the 
Commission. 

In its present form, the Report is 


B. Hickenlooper, Prescott Bush, Harry F. 
Byrd, Walter F. George. 

c. Representatives Daniel A. Reed, Rich- 
ard M. Simpson, John M. Vorys, Jere 
Cooper, Laurie C. Battle. 


2) Report, p. 88. 


[17] 








18 BusINEss ToPIcs 





too brief. The data on which the 
recommendations are predicated are 
not included, and the reasoning on 
which the recommendations are based, 
while generally acceptable, is not 
spelled out in sufficient detail or clarity 
to be really complete.? Brevity is not 
always a virtue; clearly, some of the 
dissent would not have been necessary 
if greater attention had been given to 
details and implications in the body of 
the Report. 


Summary of Major 
Recommendations 


A summary of the more important 
recommendations of the Commission 
follow. Some of them will be exam- 
ined in detail later on. 


1. Economic aid on a grant basis 
should be terminated as soon as pos- 
sible, but when economic aid is deemed 
desirable, it should be on a loan basis. 
On the other hand, where it is desir- 
able to buttress foreign defense estab- 
lishments, this military aid should be 
on a grant basis. The offshore procure- 
ment program should not be used as a 
form of general economic aid. 


2. The technical cooperation pro- 
gram should be pressed forward vigor- 
ously, within some limits, but it should 
not become a “big money program” 
and should not involve capital invest- 
ments. 


3. The United States should make 
clear that the primary sources of in- 
vestment funds from this country are 
private, and the government should 
make an effort to assist in establish- 
ing a “climate” suitable for the flow of 
private funds by treaties, etc. Uni- 


3) A volume of staff papers to supplement 
the Report is to be published. This volume 
was not available at this writing. See Reed’s 
and Simpson’s vitriolic comments regarding 
these papers: Minority Report, p. 2. 


laterally, the United States should en- 
courage foreign investment by reducing 
tax rates on earnings abroad and by 
making adjustments in the technical 
aspects of current taxation procedures. 
Further, the United States should con- 
tinue the programs of guaranteeing 
foreign investments against loss from 
appropriation and exchange controls, 
and it should extend coverage to in- 
clude coverage of losses from war, 
revolution, and insurrection, on a trial 
basis. 

4. Domestic agricultural policies 
and foreign economic objectives are 
noted as being mutually inconsistent, 
and general steps to harmonize these 
policies are suggested. ‘“‘Price-fixing, 
particularly with reference to commod- 
ities moving in international trade, is 
inherently incompatible with a pattern 
of private trade, free enterprise, and 
nondiscriminatory commerce among 
nations.”* Raw materials produced 
elsewhere cause a problem similar to 
those of agricultural production in the 
United States. The Commission be- 
lieves that more restrictions in the 
form of international commodity con- 
trol schemes are apt to intensify the 
problems and that freer markets, con- 
tinuous high demand from the United 
States, and diversification of pertinent 
foreign economies will alleviate the 
problems. 

5. Tariffs or other restrictions on 
the importation of raw materials should 
be determined on economic grounds. 
If a domestic supply of a raw material 
is required for security purposes, other 
means should be utilized to secure it 
and the cost borne by the defense 
budget. 


6. The Buy American principle 
4) Report, p. 29. There are really no spe- 


cific recommendations as to how this might 
be done. 
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(i.e., the government must purchase 
from U.S. producers unless foreign 
prices are substantially lower) should 
be applicable only in cases where our 
exporters are discriminated against in 
foreign governments’ purchases. 


7. Every effort should be made to 
simplify and standardize the entry of 
imports and the collection of customs. 


8. The policy of nondiscrimina- 
tion in trade matters, as reflected in 
the unconditional most-favored-nation 
policy, should not be changed. 


9. The Trade Agreements Act 
should be renewed for a three-year 
period and the President should be em- 
powered to reduce tariff rates: 


a. through multilateral negotia- 
tion by not more than 5 per cent 
of present rates per year.® 

b. unilaterally on products not 
imported, or imported in negli- 
gible quantity to not less than 
one-half of the rates existent Jan- 
uary 1, 1945, except that the re- 
ductions take place over a three- 
year period. 

c. unilaterally any rate to 50 per 
cent ad valorem over a three-year 
period. 


10. In the case of the tariff reduc- 
tion provisions of the Trade Agree- 
ment Act, the escape clause and peril 
point provisions should be retained ex- 
cept that the President should be per- 
mitted to disregard these provisions 
whenever he finds that the national in- 
terest requires it. 


11. No tariff reductions should be 
granted on products made by workers 
receiving wages which are substandard 
in the exporting country. 


5) It is not clear whether a 40 per cent 
rate could thus be reduced to 25 per cent or 
to 32 per cent (40%-(15% x 40%) ). 


12. The United States should 
acquiesce in more trade in peaceful 
goods between Western Europe and the 
Soviet bloc subject to the embargo 
applicable to North Korea and Com- 
munist China. 

13. Currency convertibility, at least 
to the extent of “commodity converti- 
bility,” is essential to expanded world 
trade and the restoration of multi- 
lateralism in a relatively free market. 
Because of the key nature of sterling 
and the fundamental nature of the 
causes of inconvertibility, these objec- 
tives can be pursued only slowly and 
cautiously. The resources of the Inter- 
national Monetary Fund, and perhaps 
of the Federal Reserve System, can be 
utilized advantageously to this end. 


A General Criticism 


The really great disappointment in 
the ‘Report is the lack of concern for 
the largest group involved with trade 
policy: the consumer. This is equally 
true of the Report itself and of the dis- 
sents. In some places, it may be 
argued, the interests of the purchasers 
of foreign and protected goods were 
implicitly considered, but this was cer- 
tainly not the case throughout. From 
the point of view of good politics and 
good economics, this omission was un- 
fortunate. 

The interests of potentially displaced 
labor and firms are considered; the 
effects of increased imports upon 
foreigners are considered; the effects 
on exporters and export labor are 
enumerated; the interests of potential 
foreign investors and the recipients of 
foreign investment are analyzed; econ- 
omists’ current preoccupation with the 
level of employment plays its role; 
but nowhere do we find the proposition 
that lower tariffs will enable consumers 
to buy more goods and services with a 
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given amount of income. Nor do we 
find the statement that encouraging 
foreign investment may well lead to a 
permanent impairment of productive 
capacity at home.® Nor do we read 
that protective tariffs are subsidies of 
certain industries by those of us who 
happen to consume goods produced by 
them, although we do read of the evils 
of governmental subsidization.*? We 
read that the “point is to safeguard our 
own wage scales”’® but not the corollary 
that if this is done via a tariff, the 
amount of consumable goods is re- 
duced. 

This general omission should be a 
considerable disappointment to the 
general reader as a consumer; it is a 
disappointment to the economist be- 
cause the primary objective of all eco- 
nomic activity—the consumption of 
goods and services—seems to have 
been seriously neglected. 


Some Specific Comments 


Nearly every major recommendation 
deserves some comment. Those selected 
here were chosen because of their 
importance, because they represent the 
general tenor of the recommendations, 
or because they exemplify faulty 
reasoning. 


Buy American Act Recommenda- 
tions. This act requires that domestic 
suppliers be given preference in govern- 
mental purchases unless they are quot- 
ing prices substantially higher than 
foreign suppliers. The Commission 


6) On this point, see S. Herbert Frankel, 
Some Conceptual Aspects of International 
Economic Development of Underdeveloped 
Territories, Essays in International Finance, 
No. 14, Princeton University, 1952, pp. 
10-11. 

7) See Senator Millikin’s comments, Re- 
port, pp. 84-85. 

8) Ibid. 





recommends that this requirement be 
repealed inasfar as it applies to nation- 
als of foreign governments which do not 
thus discriminate against United States 
firms. The reciprocity aspect of this 
recommendation makes little sense. If 
translated into other terms, this part of 
the provision might read: “The tax- 
payers of the United States agree to pay 
more than is necessary for commodities 
when those commodities could be 
supplied by foreigners from countries 
whose taxpayers have likewise decided 
to purchase high-cost goods when 
cheaper goods are available.” The 
case is not clearly made why our taxes 
should be spent inefficiently, even if 
foreigners elect to do so. 


Economic Development of the United 
States. In discussing the section on 
tariffs, Reed and Simpson say: 

It fails to recognize the exist- 
ence of the fundamental prin- 
ciples of international trade and 
the essential philosophy of tariff 
policy development which Con- 
gress has followed since 1792. 
Under these policies we have 
developed the most dynamic, the 
balanced society of all history.® 


The implication is strong that the 
tariffs, through the years, were a major 
causal factor in the economic develop- 
ment of the United States. This may 
have been true early in the nineteenth 
century, but it certainly has not been 
so in the last fifty or seventy-five years. 


The “Scientific” Tariff. They recom- 
mend, further, that the Tariff Commis- 
sion undertake a review of the tariff 
structure “industry by industry, prod- 
uct line by product line” with the 
fundamental principle guiding its 
recommendation being that of “equal- 





9) Minority Report, p. 9. 
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izing, by tariffs, the overall differen- 
tials (cost?) which exist between this 
country and other countries”. This is 
the “scientific” tariff incorporated into 
the Fordney-McCumber Tariff Act of 
1922. The idea sounds plausible but 
is economic quackery. Goods move 
across international boundaries be- 
cause of price differentials (which are 
usually closely associated with cost 
differentials) and if tariffs were insti- 
tuted to eliminate these differentials, 
trade would cease. Such a procedure, 
if seriously attempted, would lead to 
many of the abuses Reed and Simpson 
decry in an earlier section.1t The 
danger of mixing economics and intui- 
tion is evidenced in the next paragraph 
in which they state: “. . . protection 
should be eliminated or avoided for in- 
dustries which are economically un- 
sound and are not required for the 
economy and security of the nation.” 
“Economically unsound” can mean 
nothing but “high cost”. It is apparent, 
then, that these are the very industries 
which will require the protection called 
for in the preceding paragraph. These 
two comments of Reed and Simpson 
are discussed here because they are so 
frequently used in defense of tariffs. 


Trade and Agricultural Policy. The 
Commission commendably brings up 
the dichotomy between objectives in 
our domestic agricultural objectives 
and our foreign trade objectives. Fun- 
damentally, our price-support program 
maintains United States prices of agri- 
cultural commodities above world 
prices. Import restrictions must imme- 
diately be imposed to prevent the im- 
portation of foreign commodities natur- 
ally attracted to our higher prices. Nor- 
mal markets abroad are lost because of 
our high prices, and foreign producers 





10) Ibid., p. 18. 
11) Jbid,, p. 6. 


are encouraged to expand production. 
The expansion of production of cotton 
in Brazil, both for domesiic use and for 
export, can be traced, for example, to 
our price support program. The price 
support program seems also to entail 
the accumulation of large government- 
ally financed agricultural surpluses. 
These cannot regularly be disposed of 
abroad at the United States price be- 
cause it exceeds the world price, or at 
a lower price because United States cit- 
izens object to foreigners buying our 
products cheaper than we can our- 
selves (e.g., the recent butter dispute) 
and because of the possibility of foreign 
governments invoking antidumping 
laws. 

No real solutions were offered by 
the Commission, but at least the issue 
was raised rather than avoided, which 
would have been by far the easier 
course. 


Dependence on Imported Materials. 
The Commission recommends that 
when the assurance of a domestic 
source of supply of a strategic material 
is vital for security purposes, the tariff 
or other import restriction not be used 
to this end. Presumably a direct sub- 
sidy from the defense budget is an al- 
ternative. This plan has merit. Per- 
haps in all cases when it is desired to 
favor domestic producers a direct gov- 
ernmental subsidy should be used. (1) 
In any case, a subsidy is involved. (2) 
A direct subsidy requires annual review 
by Congress and the Executive. This 
would require constant justification to 
the public for the expenditures, and it 
would betray to the public the amounts 
and nature of the subsidization it sup- 
ports. (3) The incidence of the sub- 
sidy would be likely to be more equit- 
ably distributed. The individual now 
bears the burden of the tariff to the ex- 
tent he buys imported goods (or goods 
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incorporating imported goods), and to 
the extent he pays higher (protected) 
prices for domestically produced goods 
than would be necessary without a 
tariff. Thus the burden is incalculable, 
and is haphazardly distributed. If it 
were included in the tax bill, at least 
we would know both the costs of pro- 
tection and who pays them. (4) It 
must be admitted that the administra- 
tive problems of this alternative would 
be many. 


The Commission and Free Trade. The 
principal argument for free trade is that 
it tends to maximize efficiency of re- 
source allocation, or, conversely, that 
it permits the maximum benefits of the 
division of labor. A corollary is that 
purchasers are permitted free choice in 
selecting commodities regardless of 
where they are produced: competition 
between producers is primarily price- 
wise and not on the basis of price plus 
nationality. 

The Commission says it is aware of 
these arguments but that it rejects 
them.'? The reasoning is neither very 
clear nor convincing. It rests on these 
points: 

(1) Other countries employ trade 
and exchange restrictions to an 
even greater extent than the 
United States does. 

(2) The dollar shortage could not 
be completely eliminated by re- 
duction or elimination of United 
States tariffs; “trade not aid” has 
been oversold; the approach must 
be much broader. 

(3) The United States is really a 
low-tariff country anyway. 

(4) “Restrictions on import and 
export trade, in turn, are prob- 
ably no more important than, and 
in a measure, are bound up with, 


12) Report, p. 44. 


the rigidities maintained inside 
foreign economics through cartel 
restrictions, the immobility of 
labor, and ingrained resistance to 
technological change; and the rig- 
idities maintained inside the 
American economy through farm 
price-support programs, minimum 
wage legislation, resale price- 
maintenance laws and the like.’’}8 
There are good arguments against 
free trade, but these are not the ones. 
The points are valid, they are signifi- 
cant, but they do not seriously en- 
danger the “free trader’s” position. 
One might well argue, in fact, that if 
the dollar shortage is to be cured, uni- 
lateral actions by the United States to 
purchase more abroad will come nearer 
a solution than will policies simultane- 
ously seeking to increase our purchases 
abroad and foreigners’ purchases from 
us. 


East-West Trade. Western Europe 
traditionally traded industrial goods for 
the foodstuffs from what are now Iron 
Curtain countries. Loss of this trade 
has resulted in severe strains on dollar 
resources reserves as many of the food- 
stuffs have had to come from the 
United States. The Commission recom- 
mends that we “acquiesce” in the ex- 
pansion of this trade on a nonstrategic 
basis. The critics point out, however, 
that all goods give “aid and comfort”. 
If this trade is not expanded, continued 
aid, whether in the form of grants or 
loans, may be necessary. This presents 
a dilemma not easily to be solved. 


Conclusion 


The Randall Report is not based on 
principle, argument, or logic. Rather 
it is a compromise of divergent opin- 
ions, beliefs and perhaps biases. As 


13) Ibid. 








such, it is much more vulnerable to 
attack and subject to further compro- 
mise than if its recommendations and 
arguments had been more firmly an- 
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when the official positions of the prin- 
ciple dissenters are considered. Sen- 
ator Milliken is Chairman of the Sen- 
ate Finance Committee; Representative 


Reed is Chairman of the House Ways 
and Means Committee. Many of the 
recommendations of the Commission 
must first be considered by these two 
committees if they are ever to be en- 
acted. No great changes in the foreign 
economic policy of the United States 
are likely to ensue. 


chored to some principle or set of prin- 
ciples—free trade or protectionism; in- 
ternationalism or isolation; consumer 
and taxpayer interests or producer in- 
terests. 

The dissents are of as much prac- 
tical significance as the Report itself 





TAXATION: A TIMELY SUBJECT 


Excize: A hateful tax levied upon commodities. 
Dictionary, Samuel Johnson 


To tax and to please, no more than to love and to be wise, is 
not given to men. 
Edmund Burke 


Taxation without representation is tyranny. 
James Otis 


And it came to pass in those days that there went out a de- 
cree from Caesar Augustus that all the world should be taxed. 


The Holy Bible, St. Luke II, 1 


In this world nothing can be said to be certain except death 
and taxes. 
Benjamin Franklin 


Neither will it be that people overlaid with taxes should ever 
become valiant and martial. 
Francis Bacon 


Man walketh in a vain shadow and disquieteth himself in 
vain: he heapeth up riches and cannot tell who shall gather 
them. 

The Holy Bible, Psalms xxlx 











BusINEss TOPICS 





THE PIGSIDE OF THE STORY* 


People like to talk about “Yankee know-how”, but Business Topics believes 
in home talent, and will match Michigan ingenuity against any in the nation. 
Take, for instance, the Wolverine Shoe and Tanning Corporation at Rockford. 
This old firm, once pioneers in uses for horsehides, has tackled and licked one 
of the toughest problems in leather handling: how to flay a pig so that the 
resulting strip of leather will be big enough to be profitable to work with. 
Until they developed and promoted their Wolverine Hogside-Skinning Machine, 
you got pigskin in pieces about 7 inches wide and 30 inches long at best, repre- 
senting a strip along the backbone, a size practical only for small specialty items. 
Now a whole new field of pigskin manufacturing has opened up, for the machine 
makes available a generous-sized piece three feet square, just what the shoe 
makers want. 


That isn’t the whole of the story. Improved methods all along the line make 
this leather free of the scars and mars that old-fashioned handling always in- 
flicted. It used to take heroic measures to get the bristles out of the hide; by the 
time the boiling and singeing were done with, the skin sometimes was too. These 
modern skins have been dandled through a course of treatments that leave them 
with an undamaged grain surface almost 100 per cent of the time. 

Now that these large perfectly prepared pigsides are available, shoe stylists 
are planning to make major use of them. Pigskin has unique qualities among 
leathers: a natural porosity that makes it air-conditioned and rot-resistant, a 
natural pattern as interesting as it is distinctive, a neutral hue that takes kindly 
to any dye and looks best, perhaps, finished in its own characteristic tone. Its lack 
of high lustre is no drawback in the field of sport shoes and informal footwear, 
and methods have now been developed to give it a fine gloss for dress styles. 


This Michigan industry has not only benefited itself by its ingenuity, but has 
made a superb material more available than cver before to other manufacturers, 
who are turning their stylists to designing new lines around this pigside idea. 
This spring the pigskin dress shoes will be out in force. So keep your eyes on 
the sidewalk, and when you see the pigskins going by, remember it is a Michigan 
firm that put them on all those feet. 





*Adapted from Leather and Shoes, September 19, 1953. 








HAS THE DOLLAR GAP BEEN CLOSED? 


By HARRY G. BRAINARD* 


Introduction 


The Report to the President and the 
Congress by the Commission on For- 
eign Economic Policy, published late 
in January, and the forthcoming de- 
bates in Congress relating to the re- 
newal of the Reciprocal Trade Agree- 
ments Act create more than normal in- 
terest in the foreign trade of our coun- 
try. If the international commerce of 
the United States is at last coming into 
balance with the rest of the world, the 
conservative element in our society can 
say that we had better pursue a foreign 
trade policy that will shield domestic 
industry from too much competition 
from abroad. On the other hand, if the 
data on foreign commerce continue to 
show, as they have since the end of 
World War II, that trade between the 
United States and other nations of the 
world is still on a one-way street, then 
the internationalists can argue for poli- 
cies that will promote more trade and 
thereby reduce the need for foreign aid. 

The great debate on American for- 
eign policy can be fruitful, and appro- 
priate policies can be formulated only 
if two conditions prevail. In the first 
place, there must be an agreement on 
the nature of our international eco- 
nomic problems, because otherwise the 
proponents on both sides are not talk- 
ing about the same things. And, sec- 
ondly, all the facts in the case must be 
studied calmly and dispassionately. In 
the space available it is possible to set 
forth neither all the problems nor all 
the pertinent data. It will be our pur- 
pose here simply to suggest criteria for 


*Dr. Brainard is Associate Professor of 
Economics at Michigan State College. 


determining whether the dollar gap has 
been closed, and to examine trade data 
to see if this has been accomplished. 


An error into which many persons 
fall when studying international trade 
Statistics is to conclude that a nation’s 
trade is in balance if in any one year 
the value of its exports of goods and 
services is offset by an equivalent value 
of imports of goods and services. This 
was an error made by the mercantilists 
in Eighteenth century England and one 
which is being made by analysts today. 
Studies made recently of our foreign 
trade for 1953 show that imports have 
exceeded exports, and the conclusion is 
drawn, with some reservations, that 
therefore the dollar gap has been 
closed. The implication is that finally 
our trade has been expanded to the 
point where economic assistance can 
be drastically reduced, if not discon- 
tinued completely. 


The error in such reasoning is that 
international commerce in its broadest 
aspects is not given due consideration. 
There is a vast difference between a 
balance in a nation’s exports and im- 
ports and an equilibrium in its interna- 
tional accounts. In order to determine 
whether a nation’s international ac- 
counts are in balance it is necessary to 
study all the items that are included in 
its balance of payments statement, such 
as grants and loans by the government, 
foreign travel, unilateral payments 
made by individuals, private long and 
short term capital investments, and the 
flow of gold. When an analysis of this 
type is made it may be discovered that 
an excess of imports over exports is 
more than offset by opposite movements 
of transactions of a purely financial 


[25] 
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character. But this is not all; the mere 
fact that international accounts are in 
balance, as they must be by definition, 
does not mean that such a situation is 
the result of the natural flow of com- 
merce among nations on the basis of 
economic gain. An actual disequilib- 
rium may be concealed by the fact that 
trade is not free to flow along natural 
channels because of exchange controls 
and other types of restrictions imposed 
by governments. 


Prior to 1914 world commerce 
moved in response to economic ad- 
vantage to the greatest degree in 
modern times. The factor that made 
this situation possible was the existence 
of the international gold standard. 
There were no exchange restrictions in 
those days and rates of exchange were 
stable because they were expressed in 
a common denominator—gold. Thus 
if a nation’s total imports, including all 
items such as tourist travel and capital 
movements, exceeded its over-all ex- 
ports, gold left the country. This situ- 
ation set in motion counterbalancing 
forces in the form of relative price 
changes so that trade would again re- 
turn to equilibrium. It was not neces- 
sary to go behind the scenes to study 
government monetary regulations in 
order to determine whether a nation’s 
foreign commerce was actually in equi- 
librium. There were no exchange con- 
trols. 


Not since World War I has the flow 
of gold performed its function of keep- 
ing world commerce on an even keel 
and moving in response to natural eco- 
nomic forces. Attempts were made in 
the interwar period to re-establish the 
international gold standard, but this 
was never accomplished. 


The International Monetary Fund, 
composed of more than fifty nations, 
was created at the close of World War 


II as a substitute for the gold standard. 
Instead of gold flowing between nations 
to offset international credits and 
debits, the Fund has a pool of interna- 
tional currencies from which nations 
may borrow. A condition fundamental 
to the successful operation of this 
mechanism is the existence of a pattern 
of exchange rates which brings price 
levels among nations into proper rela- 
tionships, thereby permitting trade to 
move on the basis of price differences 
among nations. In other words, cur- 
rencies among countries would be free- 
ly convertible. The fact of the matter 
is that only the currencies of three na- 
tions are convertible without limit; all 
other countries maintain exchange rates 
only by virtue of more or less rigid ex- 
change controls. 

The ‘reason for this digression into 
the nature of the prevailing interna- 
tional monetary system is to indicate 
that extreme caution must be taken in 
studying foreign trade data of the 
United States. Our imports may exceed 
our exports, and our financial transac- 
tions may be of such a nature as to in- 
dicate an equilibrium in international 
accounts; yet, as a matter of fact, our 
commercial relations with other nations 
may be quite out of balance. The dol- 
lar gap may still be with us when all 
factors are considered. 


United States Trade 


Since the dollar gap is largely a phe- 
nomena of the years following World 
War II a study of United States statis- 
tics in this period will provide a basis 
for discussion. From such data it will 
be possible to see the extent to which 
other nations have been unable to pay 
for their imports with exports to this 
country. Two adjustments are neces- 
sary to obtain an accurate measure of 
the dollar shortage. First, it is essen- 
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tial to exclude from our exports for- 
eign military aid since it is associated 
with the defense effort. Second, gifts of 
money (private remittances) sent by 
individuals in ‘this country to persons 
abroad must be excluded. The extent 


co 


of foreigners’ inability to finance ex- 
ports from the United States is equal 
to our surplus of goods and services 
less military aid and prviate remit- 
tances. These data are summarized 
below for the years 1947-1953. 


THE SIZE OF THE DOLLAR SHORTAGE, 1947-1953 


(In Billions of Dollars) 


Equals Less 
Surplus of Surplus of 

Exports of LessImports Exportsof Private and US. Goods and 

Goods and ofGoods Goods and Other Military Services to 
Year Services andServices Services Remittances Aid be Financed 
1947 19.8 8.3 11.5 0.7 0.1 10.7 
1948 17.0 10.3 6.7 < 4 5.6 
1949 16.0 9.6 6.4 6 “a 5.6 
1950 14.4 12.1 ZS 6 6 1.1 
1951 20.2 15.1 5.1 a KS 3. 
1952 20.6 15.8 4.8 6 2.6 1.6 

4.6 ot 4.7 —.8? 


19531 21.4 16.8 


1. January-September data at annual rates. 





2. On current account there was a $800 million excess of imports over exports, a re- 


versal of previous years. 


Source: Data computed from Economic Report of the President, January 1954 
(Washington, D.C.: U.S. Government Printing Office), pp. 219-222. 


The measure of the dollar shortage 
is indicated by the last column which 
shows a gradual narrowing of the gap 
until 1953 when it disappears entirely. 
On the basis of these figures the obvi- 
ous conclusion is that the dollar gap 
has been closed, and there was a deficit 
of $800 million in our international 
commerce. This is what the data in- 
dicate but, unfortunately, they do not 
give a complete picture of the trade po- 
sition of the United States. The dollar 
gap has not been closed; it still re- 
mains. 


The Dollar Gap Remains 


The dollar shortage which still pre- 
vails is the result of action by our gov- 
ernment and the governments of other 
nations. Let us look at our own situ- 


ation. There are two factors which ex- 
plain the apparent excess of imports 
over exports in 1953. First, our mili- 
tary aid shipments were much greater 
than in 1952 and when, together with 
private remittances, they are deducted 
from the export figure of $21.4 billion, 
result in a net amount of $16 billion.! 
Although the latter figure represents 
commercial transactions, it should be 
reduced by a further amount, since our 
government also extended economic 
aid and loans of $2 billion in 1953. 
Thus our privately financed exports 
were $14 billion. Against net exports 
of $14 billion are set imports of $16.8 


1All data in this study are taken from 
Economic Report of the President, January 
1954 (Washington, D.C.: U.S. Government 
Printing Office), pp. 219-222. 
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billion, which indicates an excess of 
$2.8 billion rather than $800 million. 
Since our military establishment pur- 
chased goods and services worth $2.5 
billion from foreign governments dur- 
ing 1953, commercial imports were 
actually $14.3 billion, not $16.8 bil- 
lion. The difference of $300 million be- 
tween net exports and imports falls 
under the designated classification of 
errors and omissions. With these ad- 
justments in government expenditures 
it appears that our exports and imports 
were in balance in 1953. But was 
United States commerce in equilib- 
rium? 

A study of foreign trade practices 
and policies indicates that in reality 
United States foreign commerce was 
neither in balance nor in equilibrium. 
During 1953 gold and dollar holdings 
of foreign countries increased to $2.6 
billion over the previous year to reach 
a total of $23.1 billion. In other words, 
foreign movements elected to increase 
monetary reserves rather than import 
from the United States. In effect, then, 
our exports were lower by $2.6 billion 
because of the policies adopted by 
other countries with the result that ex- 
ports balanced imports. If the increase 
in gold and dollar holdings, however, 
were to be labelled as exports, as they 
might well be, the true situation would 
become apparent—there would be a 
dollar gap of $2.6 billion. 

Trade between the United States and 
the rest of the world is not in equilib- 
rium in the sense outlined above. In 


the first place, currencies are not freely 
convertible between the United States 
and other countries, with the exception 
of Canada and Switzerland. This 
means that governments ration their 
supplies of dollars to the purchase of 
selected goods and services. As a con- 
sequence the net export figure for 1953 
is considerably lower than would have 
been the case had there not been ex- 
change controls. Furthermore, to the 
Sterling area, which existed prior to 
World War II, have been added the 
European Payments area and the Sov- 
iet Trading area. The nations making 
up each of these monetary areas have 
in recent years greatly expanded trade 
among themselves and thereby reduced 
the demand for American exports. 


The imposition of exchange controls 
and the emergence of trading areas not 
only reduce our exports, but their ef- 
fects on the world economy are most 
serious. The consequence of these two 
developments is to distort the pattern 
of world trade. This means that world 
resources and labor are not devoted to 
their most productive uses. The dollar 
gap is, then, the overt evidence of a 
basic maladjustment in world trade 
and commerce. The solution does not 
lie in the direction of austerity by the 
have-not nations or in charity by the 
United States. Only when an expan- 
sion of international trade based on 
relative differences in costs of produc- 
tion (comparative advantage) takes 
place, can an approach be made to 
solving the dollar shortage. 











CONCERNING THE RECESSION 


This publication has not yet ventured out on a limb with busi- 
ness forecasts. We intend to avoid the hazardous occupation of 
reading economic tea leaves, but feel constrained to offer a few 
remarks. 


Generally speaking, the current business recession has received 
sufficient publicity to damage public confidence. The viewing- 
with-alarm of one political party tends to start whispers of an im- 
minent depression, and the strong-voice-of-confidence attitude of 
the other party is unlikely to allay the uneasiness. 


The only healthy thing to do is to face the facts: 


1. Business is down from 1953; layoffs are widespread. Auto- 
mobile production is 12 per cent under last March; steel produc- 
tion, at 67 per cent of capacity, is about 25 per cent below last 
year; January automobile sales in Michigan were 26 per cent un- 
der the 1953 month, and other retail sales almost 5 per cent. 


2. Comparisons with 1953 are bound to look bad: it was an 
abnormal year. There were consumers’ pent-up demands for auto- 
mobiles and other durables, high defense expenditures, overexten- 
sion of inventories. 


3. Comparisons with more normal years look better. Michi- 
gan retail sales were substantially over those in February, 1952. 
Present trends indicate recovery from the January dip in sales of 
consumer durables, and the automobile industry seems likely to 
realize its 1954 sales expectation of 17 per cent over 1952. 


4. Hence the current situation is good or not-so-good depend- 
ing on the basis of comparison. Has the recession been exag- 
gerated? Investors seem to think so: stock prices are higher than 
last year. 


5. Antics of economic barometers should not distract attention 
from the record levels of consumers’ savings and disposable in- 
comes. The task at hand is to improve products and sell them 
vigorously rather than to deplore barometer readings lower than 
last year’s. 


A 





BUSINESS RESEARCH PUBLICATIONS 


The Bureau of Business Research was established in 
1951 to assist the Michigan State College faculty in con- 
ducting economic and business research, and to serve 
Michigan business with information and studies. In- 
quiries should be addressed to the Bureau’s director. 
The studies are usually published, and those currently 
available are listed below. 


RESEARCH REPORTS 
(single copies free) 
Greater Muskegon Consumer Shopping Survey 
St. Joseph Consumer Shopping Survey 
. Michigan Tourist Survey 
Monroe Industrial Survey 
Careers in Hotel and Restaurant Management 


CONFERENCE REPORTS 
(one dollar a copy) 


“Knowing and Interpreting Your Community” 
Conference 

1953 Michigan Aeronautics Conference 

1953 Michigan Advertising Management 
Conference 








